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The in fo rm a tio n  con ta ined in th is  report has been prepared fro m  sources considered re liable, b u t its accuracy is no t guaranteed by us 
and is N O T necessarily a com plete  sum m ary o f all available materials on the sub ject. O pin ions expressed herein do no t necessarily re flect 
In s titu te  p o licy . R eproduction  o f these m aterials w ith o u t p r io r approval o f the A IC P A  is p ro h ib ite d .
DEFENSE, DEPARTMENT OF ; GENERAL SERVICES ADM INISTRATION; N A T IONAL AERONAUTIC S AND SPACE
ADMINISTRATION
Guidance to  contractors on measuring pension costs i s  the subject o f  a n otice  issued
b y  DOD, GSA, and NASA ( s e e  th e  8 /14/8 6  Fed. R eg., 29188). F e d e r a l
A cquisition  C ircu lar 84-20 advises con tractors, who are required to  discontinue 
using the spread gain a c tu a ria l cost method for Government Cost Accounting as a 
re s u lt  o f  Statement o f  F inancial Accounting Standards No. 87, o f  the approach the 
Federal government w i l l  fo llo w  in  n egotiating contracts w ith them. The e f fe c t iv e  
date i s  8/20/86. For furth er inform ation contact Margaret A. W illis  a t  202/523- 
4755.
LEGAL SERVICES CORPORATION
Standards and procedures fo r determining allow able costs fo r grants and contracts, as
w e ll as fo r recovering disallow ed costs, are the subject o f  a f in a l ru le  issued
by the Legal Services Corporation (LSC) (see the 8/13/86 Fed. Reg., pp. 29076-83). 
I t  i s  the f i r s t  comprehensive se t  o f  costs standards and procedures promulgated by 
th e  C o rp oration , e x ce p t as con tain ed  in  th e A u d it and A ccounting Guide fo r  
R e c ip ie n ts  and A u d ito rs  and in  LSC I n s tr u c t io n  83-8, and i s  e f f e c t i v e  9/12/86. 
The r u le  e s ta b lis h e s  a new P a rt 1630 under s e c t io n s  1006(a)(1) and 1006(a)(3) o f  
the Legal Services Corporation Act. According to  the LSC, the in ten t o f the f in a l 
ru le  i s  "to provide recip ien ts  w ith  c le a r  and simple standards and procedures so 
r e c ip ie n t s  can determ in e w hich c o s ts  a re  a llo w a b le , which c o s ts  re q u ire  p r io r  
ap p ro va l, how such ap proval i s  o b ta in ed , and how rev ie w  o f  d is a llo w e d  c o s ts  i s  
obtained." For further inform ation contact John H. Bayly, Jr. at 202/863-1820.
TREASURY, DEPARTMENT OF
A nationwide se r ie s  o f  fre e  seminars to  a s s is t  in d ividu als who f i l e  inform ation
returns on magnetic media to  meet le g a l and tech n ical f i l in g  requirements has been
announced by the IRS. Individuals who f i l e  more than 50 returns fo r payments o f 
in te re st, dividends or patronage dividends or fo r  reporting proceeds from broker 
o r  b a r te r  exchange tr a n s a c tio n s  must f i l e  on m agnetic m edia. M agnetic media 
f i l in g  i s  a lso  required o f  f i l e r s  o f  more than 500 o f the fo llow in g forms: 1) Form 
W-2 fo r  wages and s a la r ie s ; 2) Form W-2G fo r  ce rta in  gambling winnings; 3) Form 
W-2P fo r  a n n u itie s  and r e t i r e d  pay; 4) Form 1042S fo r  w ith h o ld in g  fo r  fo re ig n  
payees; 5) Form 1098 fo r  m ortgage in t e r e s t ;  6) Form 1099 s e r ie s  o f  in fo rm a tio n  
returns; 7) Form 6248 fo r w in d fa ll p r o f it  tax; and 8) Form 8027 for t ip  income and 
a l lo c a t e d  t ip s .  The 500 retu rn  requirem ent drops to  250 fo r  1987 re tu rn s. 
Acceptable magnetic media include magnetic tape, d isk ette , ca ssette  or m ini-disk. 
Information about dates and location s o f the seminars is  a v a ila b le  by c a llin g  the 
taxpayer education coordinator in  the various d i s t r ic t  tax  o ff ic e s .
M odification o f  regulations governing IRS p ra ctitio n e rs  has been proposed by the IRS
and comments a r e  re q u ested  b y  10/14/86 (se e  th e  8/14/86 Fed. Reg., pp. 2 9113-15).
The n o t ic e  p r o p o s e s  t o  make tw o  c l a r i f i c a t i o n s  to  p re se n t p r a c t i t io n e r  
regulations. The f i r s t  i s  a proposed requirement th a t tax  p ra ctitio n ers  exercise  
due d i l ig e n c e  in  g iv in g  a d v ic e  reg ard in g  p o s it io n s  to  be taken  on F ed era l ta x  
re tu rn s  and o th e r  documents r e la t in g  to  th e  ta x  system . The second p rop o sal 
requires th a t in  a s itu a tio n  where the provisions o f  section  6661 o f the Internal
Revenue Code may apply, a p ractition er must exercise due d iligen ce  both w ith 
respect to  advice given on positions to  be taken on tax returns and tax return 
preparation its e lf . Included is  the requirement, in a tax shelter situation, that 
there be substantial authority for the position taken and a more lik e ly  than not 
b e l ie f  the position  w i l l  be sustained i f  challenged. In a non-tax shelter 
situation , the position  must be supported by substantial authority. I f  the 
position  is  not supported by substantial authority, there must be adequate 
disclosure in the tax return or in an attachment thereto. Comments should be sent 
to the Director o f Practice, Internal Revenue Service, 1111 Constitution Avenue, 
N.W., Washington, D.C. 20224 ATTN: PM:HR:DP. For further information contact Mr. 
Leslie S. Shapiro at 202/535-6787.
SPECIAL: HOUSE SUBCOMMITT EE REPORTS CIVIL RICO AMENDMENTS LEGISLATION
Legislation amending the c iv i l  provisions o f the RICO statute was adopted on 8/14/86 
by a 5-3 vote o f the Criminal Justice Subcommittee, and is  now pending before the
House Judiciary Committee. A key provision o f the legislation, H.R. 5391, would 
reduce the potential award under c iv i l  RICO from treble to single damages. Treble 
damages would continue to be permitted in litiga tion  brought by the U.S. Attorney 
General or State Attorneys General fo r damage to  Federal or state governments. 
The committee approved a 3-year statute o f lim ita tion s  beginning when the 
p la in t iff  knew or should have known o f the i l l i c i t  activity. Other provisions 
include: retention  o f attorneys fees fo r p reva ilin g  p la in t i f fs ;  d eriva tive  
l ia b il ity  o f an organization for an employee or agent only when those in policy­
making positions knew o f the agent's transgression and a requirement o f "clear 
and convincing evidence" when fraud is alleged. As drafted, these changes would 
apply to a l l  pending c iv i l  RICO litigation .
SPECIAL: GAO SENDS TAX CONFEREES PAPER ON BOOK INCOME
The Senate's proposal that a certain portion o f book income from a corporation's
financial statements be included when calculating the minimum tax l ia b il ity  is the
subject o f a GAO working paper that was sent 8/11/86 to Rep. Dan Rostenkowski (D-
IL) and Sen. Bob Packwood (R-OR), the Chairmen o f the House Ways and Means 
Committee and Senate Finance Committee respectively. The paper is entitled "GAO 
Working Paper on the Use o f Book Income in the Proposed Corporate A ltern a tive  
Minimum Tax" and was submitted to  the Chairmen to  ass is t the Tax Reform Act o f 
1986 conferees with their consideration o f the subject. The House conferees have 
suggested that earnings and p ro fits  be used as a preference item. The GAO 
describes its  working paper as a "synthesis o f various analyses o f the book income 
proposal." The GAO said i t  is  "making no recommendations." However, the GAO 
says that based on its  review o f analyses by the Financial Accounting Standards 
Board, the American In s titu te  o f C e r t if ied  Public Accountants, certa in  major 
accounting firm s, and a Securities and Exchange Commission Commissioner, i t  
believes that "the arguments presented raised valid concerns about the use o f book 
income in th is manner. Accordingly, given that both proposals have s im ila r 
objectives and would raise approximately the same amount o f revenue, we prefer the 
House concept." About the House version, the GAO notes, "...The House proposal to 
use earnings and profits in lieu o f book income has not yet been fu lly  formulated 
and could also involve some d if f ic u lt  issues." The GAO also says i t  believes the 
two most persuasive arguments against using book income are that " i t  could in ject
tax considerations into financial accounting which could lead to a distortion in 
the application  o f Generally Accepted Accounting Prin c ip les  (GAAP) and thereby 
erode the in te g r ity  o f the fin an c ia l reporting process, and i t  could further 
complicate the adm inistration o f the tax laws in that i t  could resu lt in the 
Internal Revenue Service...having to reconcile GAAP with federal income tax laws 
and regulations." The GAO also points out that financial and tax accounting have 
d ifferent objectives that traditionally have been kept separate.
SPECIAL: GAO REPORT RECOMMENDS INCREASED USE OF IRS' APPEALS PROCESS
Taxpayer and government administrative costs and the United States Tax Court's backlog
could be reduced, i f  taxpayers with disputes used the IRS appeals process before
f i l in g  p e tit ion s  with the Tax Court, according to  a GAO report issued recently. 
The GAO le tter  accompanying submission o f the report to IRS Acting Commissioner 
James I. Owens states, "Our study o f how taxpayers resolved th e ir  disputes with 
IRS showed that many taxpayers who in i t i a l l y  bypassed IRS' in ternal appeals 
process and file d  with the court eventually settled their cases out o f court with 
the IRS' Appeals D ivision." The GAO reports that o f 14,300 FY '81 closed cases 
which had in i t ia l l y  bypassed Appeals, 7,200, or over 50%, o f these cases were 
eventually settled in Appeals. The 50% figure increases in 1982 and 1983 and by 
1984 the GAO analysis reveals that 17,800 closed bypass cases, or 62%, were 
se tt led  by Appeals. Add itiona lly , GAO's study revealed that cases " in i t ia l ly  
forwarded to the Appeals Division are usually settled faster and simpler." In an 
e ffo rt to determine why taxpayers bypass the Appeals process, the GAO interviewed 
the appeals o f f ic e rs  involved in the random cases used to  conduct the study. 
While the GAO came to no sp ec ific  conclusion, i t  did find that 36% o f the 
respondents attributed the cause to the taxpayers not understanding the appeals 
process. The GAO also reported that in the course o f i t s  work the taxpayer 
dispute resolution  problem was discussed with representatives o f the American 
In s t i tu t e  o f  C e r t i f ie d  Pu b lic  Accountants who in d ica ted  among other 
recommendations that a better explanation o f the dispute resolution  process to 
taxpayers would be lik e ly  to increase the number o f taxpayers w illin g  to use the 
appeals process. In a comment le tte r  to the GAO, the AICPA Tax Division endorsed 
the taxpayer's r igh t to exercise a l l  options ava ilab le  throughout the appeals 
process and supported " a l l  e f fo r ts  to reduce the number o f p e tit ion s  f i le d  for 
erroneous reasons." The c ited  reasons are: 1) general communication problems 
w ith IRS Service Centers; 2) taxpayer la te  response to  the 30-day le t t e r ;  3) 
erroneously issued 90-day letters; and 4) taxpayer ignorance.
The GAO report recommends that the following administrative changes be made 
by the IRS: That the language in the 30-day le tter, various IRS publications, 
and the information provided to taxpayers by IRS auditors and revenue agents be 
revised to  1) emphasize the advantages o f going to  the Appeals D ivision before 
fi l in g  with the Tax Court and 2) point out that even i f  taxpayers bypass Appeals, 
the cases w ill  s t i l l  be assigned to i t  for attempted settlement. The GAO report 
acknowledges that such adm in istrative changes may not be adequate and that 
legislation eliminating the taxpayer's option o f going d irectly  to the Tax Court 
may be necessary in order "to  resolve the appeals bypass problem." Such 
legislation, GAO says, "could have resource implications for IRS and could result 
in IRS having to revise its  procedures, controls, and time frames. For example, 
in light o f the sh ift in workload that such a change would produce, IRS would need 
to consider whether i t  should adjust the time presently given taxpayers to decide 
whether to appeal and determine whether i t  would need to adjust its  procedures for 
requesting and scheduling appeals conferences." A copy o f the report, GA3/GGD-86- 
75, may be obtained by w ritin g  the U.S. General Accounting O ffice , P.O. Box 6015, 
Gaithersburg, MD 20877 or by calling the GAO at 202/275-6241.
SPECIAL: SENATE UNITARY  TAX HEARING SCHEDULED
The worldwide u n itary method o f  taxatio n  w i l l  be the su bject o f  a hearing 9/29/86
conducted by the Senate Finance Subcommittee on Taxation and Debt Management. Two
b i l l s ,  S. 1113  and S. 1974, w hich would p r o h ib it  th e  im p o sitio n  o f  a w orld w id e 
unitary tax  by the s ta te s  on m ultin ational corporations w i l l  be examined a t  the 
h ea rin g . S. 1113  was in trod u ced  b y Sen. C h a rle s  McC. M athias, J r . (R-MD) and S. 
1974 was in trod u ced  by Sen. P ete  W ilson (R-CA) and i s  co-spon sored  b y  Sen. 
M athias. S. 1974 was d r a fte d  b y th e  U.S. T reasu ry  Departm ent and c o n ta in s  th e  
fo llow in g three provisions: 1) p r o h ib it  s t a t e s  from  im posing c o rp o ra te  income 
taxes on a worldwide u n itary b asis; 2) l im it  s ta te  taxation  o f  dividends received 
by U.S. companies from foreign corporations; and 3) provide s ta te s  w ith  Federal 
a s s is ta n c e  in  g a th e rin g  in fo rm a tio n  n e ce ssa ry  to  a d m in iste r  t h e i r  ta x  law s 
re la tin g  to  m ultinational businesses. S. 1113 would require s ta te s  to  l im it  th e ir  
ta x  reach  to  revenues gen erated  from a c t i v i t i e s  w ith in  t h e i r  b o rd e rs, in  
accordance w ith the p ra ctice  o f  the Federal government concerning foreign  source 
co rp o ra te  income. The h e a rin g  i s  scheduled to  b e g in  a t  9:30 a.m. on 9/29/86 in  
Room 215 o f the Dirksen Senate O ffic e  Building. Individuals who w ish to  t e s t i f y  
must submit a w ritten  request to  B etty Scott-Boom, Committee on Finance, Room SD- 
219, D irksen Senate O f f ic e  B u ild in g , W ashington, D.C. 20510 by 5 p.m. on 9/2/86. 
The w r it te n  re q u e st to  th e  F inance Com m ittee should  in c lu d e  a sh o rt sta tem en t 
e x p la in in g  th e  in t e r e s t  o f  th e person who w ish es to  t e s t i f y .  For fu r th e r  
inform ation contact B etty Scott Boom a t  202/224-4515.
SPECIAL: LEGI SLATION IMPOSING NEW REGULATIONS O N GOV ERNMEN T CONTRACTORS AND NEW
RESPONSIBILITIES ON  ACCOUNTANTS INTRODUCED
The "F ed eral C o n tra c to rs ' S e lf-G o vern an ce  A ct" i s  the t i t l e  o f  a  b i l l  which would 
amend th e  S e c u r i t ie s  Exchange A ct o f  1934 t o  r e q u ire  a l l  F ed e ra l government 
c o n tr a c to rs  to  e s t a b l is h  system s o f  in te r n a l  acco u n tin g  and a d m in is tr a t iv e  
c o n tr o ls  and to  re p o rt on t h e i r  system s t o  th e  governm ent. The b i l l  ch arges 
independent public accountants w ith  evaluating the in tern al con tro ls and issu in g  
p u b lic  re p o rts . P ro v is io n s  o f  th e  b i l l ,  S. 2738, would ap p ly  t o  a l l  F ed e ra l 
contractors during any tim e they, e ith e r  as a prime contractor or a subcontractor, 
r e c e iv e  revenue from a "m ajor lo n g-term  F ed e ra l Government C o n tra ct."  S. 2738 
defines "major long-term Federal Government Contract" as a contract which a t  the 
tim e o f award i s  expected to  cover more than one year and i s  estim ated to  re s u lt  
in  payments by the Government to  the contractor or subcontractor o f  a t  le a s t  $10 
m illion . The b i l l  would, according to  i t s  sponsor Sen. W illiam  Proxmire (D-WI), 
implement the recommendations o f  the President’s Blue Ribbon Commission on Defense 
Management, more commonly known as the Packard Commission, regarding improvements 
in  corporate self-governance." The b i l l  would require Federal contractors to: 
1) e s t a b l is h  and m ain ta in  a system  o f  in te r n a l  accou n tin g  and a d m in is tr a t iv e  
controls "that provides reasonable assurance th a t estim ate, cost, p rice , b i l l in g ,  
and performance measurement data reported, submitted, or otherw ise made a v a ila b le  
to  th e  Government a re  rea so n a b ly  a c c u ra te , com p lete , and c u r re n t, and a re  in  
conformance w ith applicable law and regulation;" 2) have the in te rn a l accounting 
and a d m in is tr a t iv e  c o n tr o ls  checked b y  an "independent p u b lic  accou n tan t" to  
determine if they are "sufficient" to meet the c r i t e r ia  outlined above in  number 
1; and 3) re p o rt p e r i o d ic a l ly  t o  th e  SEC on i t s  in te r n a l  c o n tr o ls . In a d d itio n , 
the b i l l  requires th at the independent public accountant's evaluation comply w ith 
GAAS and th a t  th e  e v a lu a tio n  " t e s t  a r e p r e s e n ta t iv e  number o f  tr a n s a c t io n s  
re la tin g  to  each o f  the issu e r 's  major long-term  Federal Government contracts and
perform  such o th er p rocedures as may be n ece ssa ry  under th e  c ircu m sta n ce s."  
C o n tra cto rs ' annual re p o rts  would be re q u ired  to  in c lu d e  a re p o rt by an 
independent p u b lic  accou n tan t on th e  in te r n a l  c o n tr o ls  o f  th e  company and "any 
m aterial control weaknesses id e n tifie d  by the independent public accountant." S. 
2738 has been referred  to  the Senate Banking, Housing and Urban A ffa irs  Committee, 
o f  which Sen. Proxmire is  the Ranking M inority Member.
The w eek ly  is s u e  o f  W ashington Report w i l l  not be p u b lish ed  on 8/25/86. 
Publication  w i l l  resume on 9/1/86.
For fu rth e r  in form ation  c o n ta c t S h ir le y  Hodgson a t  202/872-8190.
AICPA Washington Report
American Institute of Certified Public Accountants
1620 Eye Street, N.W., Washington, D.C. 20006
FIRST CLASS MAIL
